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ECONOMICS 232

Exam #2
PART 1 (15 Points): Circle the letter corresponding to the answer that best answers the question, or completes the phrase:

   1)
Which of the following is the best synonym for equity?
A)
efficiency
B)
elasticity 

C)
fairness 
D)
deadweight loss
   2)
Which of the following best describes an application of the symmetry principle? 
A)
people should earn equal wages
B)
people who work harder ought to be taxed at a higher rate
C)
people who exert equal effort should earn equal wages
D)
we should strive to help the poorest person in society 
   3)    The minimum wage is an example of a 
A)
price floor
B)
price ceiling
C)
implicit cost
D)
explicit revenue
   4)
  One disadvantage of a corporation is 
A)
unlimited liability
B)
limited liability
C)
double taxation 
D)
reduced taxation
   5)
  Total Revenue will increase, all else equal, if: 
A)
price increases
B)
quantity decreases
C)
total cost increases
D)
total cost decreases
  6)
  Producer surplus is the

A)
difference between the marginal benefit and the marginal cost.

B)
number of dollars’ worth of other goods and services forgone to obtain one more unit of a good or service.

C)
difference between the value of a good or service and the price paid for the good or service.

D)
difference between the price of a good or service and opportunity cost of producing it.
   7)   If accounting profit is negative
A)
economic profit must be positive
B)
economic profit must be negative
C)
economic profit must be zero
D)
economic profit may be positive, negative or zero
8)
  If economic profit is negative, then
A)
accounting profit must also be negative.
B)
accounting profit must be zero
C)
accounting profit must be positive
D)
accounting profit could be positive, negative, or zero.
 9)
  If MB>MC at a quantity in a market, then 
A)
The market is efficient
B)
More quantity would need to be produced in order to be efficient
C)
Less quantity would need to be produced in order to be efficient
D)
The price of the good/service must fall in order to be efficient
   10)
 Which of the following is not an implicit cost?
A)
value of equipment used in another firm
B)
wage earned by the owner if employed in another firm
C)
cost of raw materials
D)
all of the above are implicit costs
11)
  Which of the following generally creates a Deadweight loss?
A)
an excise tax
B)
a price ceiling
C)
a price floor.
D)
all of the above generally create a DWL
 12)     Utilitarianism is a philosophy that strives for 

A)
efficiency over fairness

B)
the greatest good for the greatest number

C)
a society with no government intervention

D)
the competitive outcome

13)
  The statutory or legal incidence of a tax
A)
the burden of the tax in terms of loss of consumer or producer surplus.
B)
is which group is legally obligated to pay the tax to the government.
C)
is always placed upon producers.
D)
is always placed upon consumers.

14)
Which of the following taxes does not create inefficiency?
A)
an excise tax (producers pay to government)
B)
a sales tax (consumers pay to government
C)
a ‘head’ tax (each person pays a fixed fee to government)
D)
an income tax on wages (workers pay percent of wages to government)
15)
 Suppose the market for illegal drugs is unregulated (no government involvement).  What happens to the price for illegal drugs if the government imposes a cost associated with BOTH buying and selling drugs?  
A)
the price of drugs will definitely increase.
B)
the price of drugs will definitely decrease.
C)
the price of drugs will definitely remain the same.
D)
the price of drugs may rise, fall, or remain the same.
PART 2  (35 Points): Answer each part of each question, being careful to show your work.

1.)On the axes below, draw a Supply and Demand curve for the market for Apartments.  Carefully label the supply curve (S), the demand curve (D) and the equilibrium price and quantity (P*, Q*).  
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b.) On the above graph, show what happens if an excise tax (producers have legal incidence) is imposed in the market for Apartments.  Label the new price and quantity P’ and Q’.  
c.) Carefully label the loss of consumer surplus caused by the tax.
d.) Suppose you learn that the price elasticity of demand for apartments is 100 , and the price elasticity of supply is 2.  Explain whether producers or consumers face more of the burden of the above tax.
2.) Now suppose that instead of a tax, an effective price ceiling is imposed on the housing market.  On the graph below, label the price ceiling and the price and quantity in the market due to the price ceiling.  Also, explain in one sentence whether the suppliers of housing are better/worse off because of the ceiling. 
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3) In class we discussed several Social Welfare Functions (Rawls, Utilitarian, Dictatorial, etc.).  Pick one of these functions and explain in words what this function suggests is the most equitable outcome.
4) a.) Explain, using your own words, what the principal agent problem is and provide one real world example of this problem.
b.) Provide one solution that a firm could use to resolve the principal agent problem.

c.) Dante works at the Quick Stop and earns $250 dollars a week.  He is considering opening his own comic book store, where he could earn $500 in revenue, but would face additional rent and miscellaneous costs of $200 a week.  Explain generally the difference between accounting and economic profit and calculate accounting and economic profit for his job at the Quick Stop.
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